Public expenditure management in Indonesia: Islamic economic review on state budget 2017 by Jaelani, Aan
MPRA
Munich Personal RePEc Archive
Public expenditure management in
Indonesia: Islamic economic review on
state budget 2017
Aan Jaelani
Faculty of Shariah and Islamic Economic, IAIN Syekh Nurjati
Cirebon
10 April 2018
Online at https://mpra.ub.uni-muenchen.de/87025/
MPRA Paper No. 87025, posted 6 June 2018 18:36 UTC
1 
 
 
Article/Case Report 
Public Expenditure Management in Indonesia: 
Islamic Economic Review on State Budget 2017 
Aan Jaelani 
State Islamic Institute Syekh Nurjati (IAIN Syekh Nurjati Cirebon);  
Correspondence: aan_jaelani@syekhnurjati.ac.id; Tel.: +62-821-1929-3321 
 
 
Abstract: This paper discusses the management of public expenditures in Indonesia in State Budget 
2017. The data collected from fiscal policy documents, especially about government spending plans 
in 2017, and then be reviewed by policy analysis, the theory of public expenditures, and the theory 
of public goods, and compared with the theory of public expenditure in Islamic economics. Public 
expenditure management in Indonesia has implemented a distribution system that divided public 
expenditure for central government expenditures, transfers to the regions, and the village fund. In 
terms of fiscal policy, public expenditure priorities to support the achievement of sustainable 
economic growth, job creation, poverty reduction, and the reduction of gaps in the welfare of the 
whole community. In Islamic economics, public expenditure is used to meet the needs of the 
community based on the principles of general interest derived from the shari'a. Public expenditure 
on Indonesia's government as an effective tool to divert economic resources and increase the 
income of society as a whole, and focused on the embodiment of the people's welfare. 
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1. Introduction 
The government's role is increasing almost in all economic system. Increasing the role of 
government, the greater public expenditure in proportion to national income. Public expenditure in 
real terms can be used as an indicator of the size of government activities financed by the 
government. The bigger and more activities, the greater the public expenditure is concerned. But it 
should be realized that the proportion of public expenditure to gross national income is a very 
rough measure of the activity or the role of government in a form of economy. 
Therefore, public expenditure related to the implementation of the budget system. Public 
revenue in modern secular states generally consists of two types, namely the current budget and 
the capital budget. Current budget is used to meet the expenditure on aspects of civil 
administration, defense, the cost of servicing the debt, and more, while the capital budget is used 
for the construction of infrastructure, educational institutions, health facilities, telecommunications, 
defense projects, dams, canals, power plants, highways, and train. 
The economic function is required for any economic system, not only to provide public 
goods but also to allocate goods production and consumption, in addition to improving the 
distribution of income, maintain national stability, including political stability, as well as economic 
growth accelerates. 
Every member of the public wish to meet their needs, so it is necessary to the security and 
justice that can be facilitated by the state, one of which uses goods and services in a variety of 
forms, including money, the economic resources that include human resources, natural, capital, and 
so on. In this case, the management of public expenditure required to meet those objectives. 
In the State Budget 2017 in Indonesia, the public revenue target set at Rp1.750,3 trillion, 
consisting of; (1) tax of Rp1.498,9triliun; (2) non-tax revenues (non-tax) of Rp250,0 trillion, and (3) 
 2
grant receipt of Rp1.3 trillion. On the expenditure side agreed at Rp2.080,5 trillion, consisting of 
central government spending is Rp1.315,5 trillion, and transfers to regional and rural funds 
amounting Rp764,9 trillion. Central government expenditures consist of expenditures 
Ministry/Agency for Rp763,6 trillion and expenditures Non Ministry/Agency for Rp551,9 trillion. 
As for the deficit, the amount is still within the limits in accordance with the legislation, which 
amounted Rp330,2 billion or 2.41 percent of the Gross Domestic Product (GDP). The budget deficit 
in 2017 is planned to be financed with a budget of Rp330,2 billion financing. 
The general policy of public expenditure of Indonesia in the state budget 2017 will be 
directed to support the achievement of development goals, including through efforts to spur 
economic growth and uneven quality, reduce poverty, reduce unemployment and control inflation. 
In addition, the government will also continue to sharpen the efficiency and effectiveness of central 
government expenditure in order to improve the quality of public expenditure.  
The utilization of central government expenditure is also aimed at improving the quality of 
spending prolific and priority among other efforts are focused on continuing efficiency policy 
subsidies are better targeted, improve the quality and effectiveness of social protection programs, 
such as Card Healthy Indonesia, the Family Hope Program, Scholarship Aim Mission etc., improve 
service effectiveness and sustainability of the National Programme on Social Security System, 
strengthening bureaucratic reform, among others by maintaining the level of welfare of the state 
apparatus, and strengthen certainty and enforcement legal, defense and security stability, as well as 
politics and democracy. As for the allocation of central government expenditure in the state budget, 
2017 amounted to Rp1.315.526,1 billion (9.5 percent of GDP). The allocation of central government 
expenditure in the state budget 2017 will be used primarily to fund development programs 
(Ministry of Finance, 2016). 
In the field of infrastructure, based on the Global Competitiveness Report 2015-2016, 
overall infrastructure quality Indonesia ranks 81 out of 140 countries. Meanwhile, according to the 
UNDP report, Indonesia's Human Development Index 2015 ranks 110 of 187 countries. Therefore, 
in order to spur accelerated development, the government needs to implement more expansionary 
spending policy in the state budget, but keep it within the fiscal sustainability. 
The government absolutely play a part in any form or economic system, not only to provide 
public goods but also to allocate goods production and consumer goods, in addition to improving 
the distribution of income, maintain national stability, including political stability, as well as 
economic growth accelerates. Therefore, the government requires many sources of income in order 
to carry out its role to create prosperity for the people. 
In the Islamic economic system, the government has an obligation to create a welfare of 
society through its stated policies. Jaelani (2018: 29) states that even the role of the state is to 
maintain the implementation of religious teachings and prosperity of the people. In other words, 
the welfare of society embodied in the form of public expenditure gain legitimacy in the shariah. 
This paper analyzes the management of public expenditure, the purpose of public 
expenditure, and shopping system the Indonesian government in States Budget 2017, and 
reviewing comparative with the concept of public expenditure in Islamic economics, so it can be 
known aspects of the function and practice of public expenditure aimed at creating prosperity 
community. 
 
2. Literature Review 
2.1. Theory of Public Expenditure 
To understand the development of public expenditure, it can be analyzed through the 
theory of macro and micro theory. Public expenditure for the purchase of goods and services is an 
injection to the economy that has an impact on economic growth. Public expenditure is an 
exogenous expenditure which is determined by the extent of the availability of government budgets 
derived from taxation. Public expenditure efforts aimed at the provision of infrastructure such as 
public facilities, as well as in the form of direct transfer aimed at income distribution and address 
poverty. 
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Macro theory of the development of public expenditure can be analyzed with the model of 
development of Rostow and Musgrave, Wagner law on the development of government activities, 
and Peacock and Wiseman theory. These theories motivated by the development of ever-increasing 
public expenditure due to increased activity of the government in the economic system. According 
to Foster & Fozzard (2000), the role of government is increasing causing the proportion of public 
expenditure to national income increases. Public expenditure in real terms can be used as an 
indicator for government activities are financed by the government itself. However, the proportion 
of public expenditure to gross national income is a very rough measure of the government's 
activities in a form of economy. 
Table 1. Theory of Development of Public Expenditure 
 
No Theories/Mod
els 
Desciption References 
1 Model of 
development 
of Rostow 
and 
Musgrave 
According to Rostow, the process of economic 
development can be divided into five stages: the 
traditional society, the preconditions for taking off, the 
take-off, the drive to maturity, and the age of high 
mass-consumption. Basic differences in stages of 
economic development that is characteristic of changes 
in economic conditions, social and political situation in 
the community. 
According to Musgrave, a process of development will 
be characterized by the presence of private investment 
as a percentage of GNP and the greater the percentage 
of government investment as a percentage of GNP will 
be smaller. 
Musgrave Rostow development model and provides 
the basic framework for the increase in government 
spending in line with the government's role is even 
greater. Although this theory was developed from the 
experience of economic development in many 
countries, but there is a lack of clarity associated with 
the ongoing of economic growth in phases or stages 
take place simultaneously and concurrently. 
Musgrave & 
Peacock (1958) 
 
Buchanan & 
Musgrave (1999) 
 
Musgrave (1959) 
 
 
2 Wagner's 
Law on the 
development 
of 
government 
activities 
The development expenditure for government 
activities is increasing. Wagner calls this condition as 
the "law of ever increasing state activities, or according 
to Musgrave, called the" law of growing public 
expenditures". This increase lies in the activities and 
needs of the government related to the duties and 
functions of government, the use of economic 
resources by the government, including government 
spending. 
Wagner's Law shows that the increasing activities of 
the government, despite the increasing needs of 
government, and the ever increasing state 
expenditures. 
Wagner's law assumes that in an economy when per 
capita income increases, the relative government 
spending will increase. Wagner's law is based on 
empirical observation of the developed countries, but 
the law provides a basis will the emergence of market 
Wagner & 
Weber (1977) 
Musgrave (1959) 
Backhaus & 
Wagner (1987) 
Kayaalp (2004) 
Peacock & 
Wiseman (1967) 
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failure and externalities. 
3 Theory 
Peacock and 
Wiseman 
Peacock and Wiseman's theory is based on empirical 
research with emphasis pattern development time and 
not be continuous government spending growth, but 
rather like a staircase. Both are named with the term 
"steplike". 
The government is always trying to expand public 
spending while not like paying taxes to finance 
growing government spending are growing. Peacock 
and Wiseman hypothesis theory formed the basis of 
the theory of voting. 
This theory also explained that society has a tolerance 
level of the tax, which is a level where people can 
understand the magnitude of the tax levy required by 
the government to finance government spending. In 
this case, the cause of economic development tax 
collection increased even though tax rates have not 
changed; and increased tax revenues caused 
government spending also increased.  
Peacock & 
Wiseman (1967) 
 
Atkinson & 
Stiglitz (1980) 
 
Bird (2001)  
 
Buchanan & 
Musgrave (1999) 
 
 
2.2. Theory of Public Goods 
One role of government is quite important in view Rossen & Gayer (2008) is making 
decisions regarding the allocation of economic resources to produce public goods. In this case, 
practice the socialist economic system largely private goods produced by the government, while the 
capitalist economic system implemented most public goods produced by the private sector. 
In outlining the allocation of economic resources that is optimum for private goods and 
public goods can not be separated from the cost of production. The private sector has various 
sources of funds to carry out the production, ie by borrowing from banks, selling shares or of the 
profits that are not distributed to shareholders (retained earnings). The government also has other 
sources of funding to implement these activities, for example by foreign loans, by printing money 
or by levying a tax (Jaelani, 2018). 
There are several theories that analyze public goods in terms of the allocation of economic 
resources, the theory of Pigau, the theory of Bowen, the theory of Eric Lindahl, the theory of 
Samuelson, and theory of the budget. 
Table 2. Theory of Public Goods 
 
No Theories/
Models 
Desciption References 
1 Theory of  
Pigau 
According to Pigau, public goods should be provided to the 
extent that marginal satisfaction on public goods equal to 
dissatisfaction marginal (marginal disutility) will tax levied to 
finance government programs or to provide public goods. 
Pigau theory has a weakness in explaining the public good 
because it is based on a sense of dissatisfaction marginal 
improvement of the tax and marginal sense of satisfaction will 
be a public good, while satisfaction and dissatisfaction are 
something that can not be quantified due to its ordinal. 
Pigau (1920) 
2 Theory of  
Bowen 
Bowen theory can be explained by making a distinction 
between private goods and public goods. Private goods are 
goods that have the properties of an exception, so that the 
owner of an item can exclude others from the benefits of such 
goods, such as shoes. 
Rossen & 
Gayer (2008) 
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Bowen's theory has flaws by using analysis of demand and 
supply. This weakness lies in the principle of public goods that 
can not be enforced exclusion so that people do not want to 
use the pleasure (preference) will be the item that makes the 
demand curve does not exist. 
3 Theory of 
Erick 
Lindahl 
Erick Lindahl theory is similar to Bowen's theory, only the 
payment of each consumer is not in the form of absolute price, 
but in the form of a percentage of the total cost of providing 
public goods. 
Lindahl's theory has a weakness: discuss public goods without 
explaining the provision of private goods produced by the 
private sector; the use of indifference curves. The nature of 
public goods (can not be excluded) cause there is no one 
individual who is willing to show a preference towards public 
goods; This theory only sees the provision of public goods 
without taking into account the number of private goods that 
should be produced in order to achieve optimal welfare 
society. 
Musgrave & 
Peacock 
(1958) 
 
Lief Johansen 
(1963) 
4 Theory of 
Samuelson 
Samuelson's theory refines theories of government spending 
that accompanied the analysis of private sector goods. The 
existence of public goods by two characteristics, such as non-
exclucionary and non-rivalry does not mean that the economy 
can’t achieve Pareto optimal condition or optimal level of 
social welfare. 
The advantages of this theory in the form of analysis are 
simple, clear, and comprehensive. While the weakness of this 
theory: the results of the analysis depends on the welfare of 
individuals elected (individual S or R), and the level of 
prosperity that originally selected; and Samuelson show that 
the achievement of Pareto optimal condition, but we do not 
know whether the movement needs to show improvement or 
decline in the welfare of the whole community. 
Margolis & 
Guitton 
(1969)  
Guire & 
Aaron (1969)  
Lief Johansen 
(1963) 
5 Theory of  
Budget 
The budget theory assumes that everyone pays for the use of 
public goods by the same amount in accordance with the 
pricing system for private goods. The theory of allocation of 
public goods through the budget is a theoretical analysis of the 
provision of public goods more in line with reality, because it 
starts at distribution initial income among individuals in 
society (in this case the individual A and B), and can be used to 
determine the tax burden among consumers to finance 
government spending. 
The main weakness of this theory is the use of the indifference 
curve as an analytical tool that is both in terms of theory, but 
less useful for application use in everyday reality. 
Gramlich 
(1981) 
 
Some public goods theory has been put forward to the use of the demand curve and or the 
indifference curve which in practice can not be measured empirically. Therefore, economic theory is 
considered unable to solve the issue with the allocation of economic resources to produce private 
goods and public goods empirically, and the solution must be implemented with the voting process 
is usually done in the political process. However, polls also can not provide a very satisfactory 
solution except in a society where their preferences are identical so as to achieve the result by 
acclamation. 
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Mawardi (1996), Shafi'i jurists and statesman Abbasid period, giving particular idea 
associated with public goods in the form of protected land (al-hima) and public facilities (al-arfaq). 
Al-hima is a regulation on the ground that is prohibited to be processed and a person so that he 
remains a region which may be used for anyone, where pasture and grazing animals. As for public 
facilities such as public facilities and infrastructure such as a seat on the market, on a side street, in 
the suburbs, and the resting place for guests. The government's task, among others, provide a 
facility that can maintain the safety, preserve water supplies, and provide an opportunity for 
people to have it. 
Some remarks from Mawardi above opinion related to public goods, among others; first, the 
government's role is dominant to ensure the availability of goods or facilities needed by many 
people, as well as give the prohibition for anyone to have it; second, public goods, including also the 
needs of society which is the responsibility of the government to fulfill, such as the implementation 
of religious teachings and harmonization of religious, public security, education, national defense, 
and so forth; third, the government appointed officers for the maintenance of public facilities or the 
need for a national, eg hire scholars who provide teaching or prayer leader; and fourth, ensuring the 
creation of prosperity for the fulfillment of the needs of living through income distribution in a fair 
and equitable public (Jaelani, 2018: 310). 
 
3. Methods 
In this study, management of public expenditure in Indonesia on the State Budget 2017 will 
be analyzed in a comprehensive literature review. Data gathered from source documents of the 
Ministry of Finance of the Republic of Indonesia and the information in the form of draft budget in 
response to the determination dated August 18, 2016, until the enactment of the Law of the 
Republic of Indonesia on State Budget 2017 on November 17, 2016. These data are reviewed using 
data analysis policies of management public expenditure in Indonesia, theories of public 
expenditures and public goods, and then be reviewed by the comparative analysis of public 
expenditures in Islamic economics, so that the conclusion of the study. 
 
4. Results 
4.1. Principles of Public Expenditure Management 
In the Law of the Republic of Indonesia Number 18 The year 2016 on the State Budget 2017, 
noted that the state budget is the obligation of the central government which is recognized as a 
reduction to net worth consists of central government expenditure and transfer funds to the regions 
and villages. Central government expenditure by function is central government expenditure that is 
used to perform the function of public services, defense function, the function of order and security, 
economic function, environmental function, the function of housing and public facilities, health 
function, the function of tourism, religious functions, educational functions, and social protection 
function. 
The central government expenditure by organizations is of central government expenditure 
allocated to the state ministries or agencies and the state general treasury budget section. Central 
government expenditure on the program is of central government expenditure allocated to achieve 
specific results in the budget of the state ministries or agencies and the state general treasurer, the 
budget (Ministry of Finance, 2016). 
Expenditure policy Ministry/Agency which are based on the direction of fiscal policy and 
the Government Work Plan 2017 directed among others to improve the performance of government 
officials, supported the policy of reform bureaucracy and maintain the welfare of the state 
apparatus, continuing efficiency policies and sharpening shopping nonoperasional in 
ministries/institutions while maintaining the quality of service to the community, to continue and 
strengthen the construction of infrastructure and connectivity to improve the quality of 
development, strengthen the implementation of priority programs in education, health, sustainable 
agriculture and energy, maritime and marine, as well as tourism and industry, support law 
enforcement (handling case) as well as the stability of defense and security (defense equipment and 
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the prevention of terrorism), and support the improvement of the quality of democracy and the 
development of political life. 
In line with efforts to improve the quality of spending, spending policies Ministry or 
Agency in 2017 will be directed to support these efforts through improvement of the quality of 
budgetary planning, improving the quality of the budget is not only focused in the routine but start 
results-oriented in line with the arrangement of architecture and Information performance, in the 
form of editorial improvement or formulation of performance targets (output) in order to improve 
the quality of implementation of performance based budgeting, monitoring and evaluation of 
budget management. 
In the Islamic economy, the government should guarantee the basic needs and the equitable 
distribution of income, because the state was formed to carry out various tasks collectively (Jaelani, 
Firdaus, & Jumena, 2017). Governments have the tools and resources, including financial, to 
provide this assurance. The design of the overall economic development can not be left to the 
market mechanism because the market had failures and imperfections. The government is expected 
to make planning and overseeing the course of economic development. 
The government must implement the entire project to improve the welfare of the people. 
This issue is very important as proposed by Musgrave and Musgrave (1987) that the difficulty lies 
in the policy in deciding the type and nature of the social good which is filled on a priority basis 
and how much certain consumers are asked to give a cost. It must be decided through a political 
process. Voters can decide through their vote choice. Actually, the demands on public needs 
through the political process is the concept of modern life and financial mechanisms that 
systematically.  
The government must decide the implementation of development projects based on the 
needs of the public. Abu Yusuf (1979) asserts that if the focus of the tax collection directed at areas 
of land that can not be planted, where the drains can be found again, then cleaned and repaired, so 
that the water channels to irrigate the area was planted and can increase farmers' income and 
government, all charges must be borne by the state treasury. In this case, the public can ask the 
government to meet certain types of welfare projects. 
In this case, Mawardi (1996) confirms that the government will meet the needs of the public 
nature of social obligations. Thus, the public needs to be met based on the priority scale public or 
recommendation public authorities based on common interests, or because of its nature as a social 
obligation. Actually, the procurement needs of the public based on the public interest and social 
obligations as a model of Islamic finance policy. 
Mawardi (1996) also confirmed that the expenditure can be analyzed as follows: "any 
decline in public wealth is to increase the wealth of the country, and any decrease in the wealth of 
the country is the increase in public wealth. In addition, government spending and taxation is an 
effective tool to divert economic resources."  The statement also suggests that public spending will 
increase the income of society as a whole. 
State expenditures also used to support the market sector that had a role in the economic 
growth through the maintenance and preservation as well as the creation of social overheads. This 
will lead to a decrease in all areas in terms of production costs and efficiency improvements, which 
will consequently increase production and increase profit. The investment community will also be 
able to develop industries, such as mining and irrigation, also he can create the infrastructure, 
which means setting up a base of solid growth. 
In addition, the existence of state expenditure is used as a tool to achieve economic stability 
and to increase production and so forth as described above, the goal is to achieve economic growth 
and development. Although for developed countries and for less developed countries and differ in 
priorities. One of the ways in which state spending effect on the rate of economic growth is their 
ability to work, willingness and ability of the people to save and invest the people. An obvious 
influence will depend on the shape and the amount of state spending is appropriate to the scope. In 
other words, state spending is only one or only a part of the economic policy which may be run by a 
state. 
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Another phenomenon indicates that the market mechanism is one of the causes of 
inequality of income and welfare in the society of a country. Inequality or differences in income and 
well-being not only appear in the form of economic and social injustice but also change the pattern 
of production and employment. An attempt to minimize the differences mentioned above will be 
able to support the achievement of economic stability. While stability contained in the economic life 
would be useful for economic growth. With the creation of the state above, it will have a good 
influence on the investment climate. The above considerations are also intended to achieve 
equitable distribution of income and wealth are balanced. State spending is one of the usual way 
taken to create the conditions. 
Syatibi (1995) provides another criterion for public expenditure. The objectives of shariah 
must be protected to improve the welfare of the community. Therefore, the public interest includes 
three categories, namely primary (dharuriyah), secondary (hajiyah), and recommendation 
(tahsiniyah). Syatibi (1995) assess that the objectives of shariah can be specified operationally by 
lowering the practical aspects of the five dimensions, namely the function of religion, the function 
of basic needs (nafs), the function of education ('aql), durability and function family empowerment 
(nasl), and the functionof economic (mal). Classification of the public interest indicates that the state 
budget is managed to achieve the objectives of shariah that focus on the public welfare or happiness 
in the world and the hereafter. 
 
4.2. Purposes of Public Expenditure in States Budget 2017 
The preparation of the state budget in 2017, in addition to the macro economic 
assumptions, are also based on the principal of fiscal policy, which this year carries the theme of 
"strengthening the fiscal management to increase competitiveness and accelerate economic growth 
sustainably and fair". In line with this theme, the fiscal policy in 2017 will be directed to support the 
achievement of sustainable economic growth, job creation, poverty reduction, and the reduction of 
inequality, which in turn leads to improved welfare for the whole society. 
According to the classification functions, allocation of central government expenditure 
broken down into 11 functions that describe the task of the government in implementing service 
functions and governance in order to achieve national development goals. In the 2017 draft budget, 
the allocation of central government expenditure by the function is the largest public service 
function, which amounted to 26.2 percent of total central government expenditure, the remaining 
73.8 percent is spread on the functions of the other. The amount of the allocation for public service 
function reflects the primary function of government to continuously improve the quality of 
services to the public (Ministry of Finance, 2016). 
The development of the central government budget allocation by function in the years 
2016-2017 are presented in the following table. 
Table 3. The Development of Central Government Expenditure by Function (trillion rupiahs) 
 
No Function 2015 2016 
1 Public Service 624,5 322,6 
2 Defense 105,9 109,0 
3 Order & Security 52,9 122,9 
4 Economy 177,1 331,0 
5 Environmental Protection 9,9 11,0 
6 Housing & Public Facilities 17,0 34,3 
7 Healts 23,2 66,1 
8 Tourism 3,2 5,9 
9 Religion 5,1 9,8 
10 Education 143,6 143,3 
11 Social Protection 20,9 150,8 
 Total 1.183,3 1.306,7 
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In a capitalist system that embraces the free economy, market mechanisms, and private 
ownership of the goods and services, such as initiated by Adam Smith (in Soepangat & Gaol, 1991), 
one of the pioneers of capitalism, asserted that the role of government in public spending are 
grouped into four kinds, namely: first, the expense of defense; to protect the public (defense 
function); second, the expense of justice; to create justice; third, the expense of public works and 
public of institutions; to establish and maintain jobs and public institutions; and fourth, the expense 
of supporting the dignity of the sovereign; to help increase the dignity of the state. 
The idea of Adam Smith showed the role of economic freedom in creating the prosperity of 
society, so it takes's security, law and order, economic infrastructure, and so forth. However, the 
weaknesses of the idea lie in the different economic power in society, different occasions, even less 
expensive if there are unfair competition and war-free liberalism. 
For Mawardi (1983), ownership of property by economic agents should be obtained based 
on the rights and status. God forbid economic action by way of vanity. If so, all transactions in 
economic activity that contains elements of injustice are forbidden in Islam, including dishonest 
competition, and the freedom of the individual in obtaining the treasure. Therefore, to create justice 
and prosperity of society, the role of government in distributing financial required to meet basic 
economic needs. 
In this case, Mawardi quite meticulous in terms of distribution of wealth by public officials 
and the recipients, along with proof of receipt. This is in order to avoid mistakes wealth distribution 
to those who are not entitled and prevent disputes with those eligible for but did not receive 
properly. 
 
4.3. System of States Budget for Financial Reform in Islamic Economic 
Classification of state expenditure by function, such as the Government of Indonesia, aims 
to illustrate various aspects of governance in order to provide public services. Implementation of 
budget classification by function also contribute positively to the efforts of the government in order 
to sharpen the budget allocation to the various priority activities that provide greater multiplier 
effect and sustainable form of economic growth, expansion of employment, and poverty reduction. 
 In other circumstances, where the community's economy experiencing financial crisis 
affecting the country as a result of revenue sources especially taxes slumped along with the decline 
in economic activity, the obligations of the switch to the Muslims. For example, the economic crisis 
led to people falling into poverty, then they are not subject to either the jizya tax or tax burden on 
Muslims, otherwise, they've given assistance by the state with the charge taken from the rich 
Muslims. As for the political, Siddiqi (1962) states that the fiscal policy conducted by the 
government no other in order to meet the public interest. In this context, the government has 
sought to distribute wealth fairly and equitably. 
In managing the budget, Biyuni (1983) states that the budget managers are not allowed to 
excess, reduced, or corrupted in public expenditure resulting social disadvantage. For this purpose, 
budget management is done by the principle of efficient, effective, accountable and transparent. 
Efficiently managing the budget will be illustrated through public expenditure based on the 
government's budget plan has been prepared and the correct method (Jaelani, 2017). Therefore, 
Mawardi (1983) explains that the treasury should not be in deficit, used disproportionately, and 
does not contain elements of interest, except when used in accordance with the needs that have 
been previously budgeted. In the management of public expenditure, the government should 
consider the amount of the available budget. Because of this, public expenditure is wasteful or not 
in accordance with the budget plan could lead to government cash deficits that could harm the 
country's finances. 
In the Islamic economic system, public expenditure has a welfare function as a form of 
religious duty. Kahf (2001) explains that Islam puts public expenditure as an important part of the 
tasks of government. Although the Koran does not regulate in detail the rules relating to public 
expenditure, but the Prophet Muhammad has been practicing with the use of state property in 
accordance with the regulations set to spend treasure is none other than to create public welfare. 
Historically, Kahf (2001) states that public expenditure is the responsibility of the government to 
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meet the needs of growing communities in the field of defense, homeland security, the security of 
the border areas, and another spending for the community. 
Shiddieqy (1992) states that there are three categories of public expenditure. First, public 
expenditure for tasks explicitly specified by shariah or government regulations, namely defense, 
legislation, order, justice, prosperity, and fulfillment of public interest if the private sector can’t 
fulfill. For this category, the budget comes from revenues on public property, such as zakat and 
taxation. Second, state spending that comes from the law through ijtihad decision to solve of issue 
new. The budget is used to uphold the principles of public welfare, e.g. in the interests of 
environmental conservation, scientific research, investment, and fulfillment of national stability. 
Third, public expenditure as a liability of state officials established through the institution of shura' 
(the legislature). In this case, the government is providing clean water, electricity, postal services, 
and others. 
Wagner (in Rossen & Gayer, 2008) explains that public expenditure for government 
activities that are always increasing. The tendency of increasing public expenditure by Wagner 
called the "law of ever increasing state activities", or the "law of the ever increasing needs of the 
state". Thus, an increase in the form of activities and needs of the government, which has links with 
the duties and functions of government, and the use of economic resources by the government. 
The Law of Wagner by Musgrave and Musgrave (1987), known as "the law of growing 
public expenditures" or "law increasing government spending." The increase in public expenditure 
was caused by the provision of collective goods is increasing as well. Ibrahim Yusuf (1982) and 
Abdul Wahid (1971) asserts that public expenditure must pay attention to the principles which 
include the use of the budget and meet the needs of the public. 
Thus, in the early days of public expenditure to be one of the main requirements for 
Muslims, such as public expenditure for purposes of war. Abu Ubaid (1986) confirms that the 
government's policy on public financial resources allocated to public expenditures or other general 
expenses was based on the norms and principles of shariah and the events there. In fact, the Islamic 
financial system more broadly to include public expenditure which is becoming a habit in economic 
and social development when it assumes that public expenditure is an activity that always increases 
with the increase in production, an increase in government revenue, and the absence of public 
goods for consumption activities. 
 
5. Discussion 
In Islamic economics, public expenditure in the public interest based on the principles of 
rational management of expenditure budget. Budgets were developed in accordance with public 
revenues derived from the public and private sectors and then distributed to the various categories 
of expenditure. Thus, the principle of the budget is the income available to determine the amount of 
public expenditure. Public expenditure is determined by the amount of income available from the 
sources of revenue available. Budget usually surplus or at least a balanced budget. 
The budget system in modern states just the opposite. Estimated public expenditure are 
prepared and then found a way to raise the budget by financial manipulations required by different 
types of taxes and public revenue sources in order to meet the balance of revenue and expenditure. 
This resulted, public expenditure is very high despite the scarcity of resources. As a result, the 
budget deficit will be financed through internal and external borrowing, printing currency, and so 
forth, so that eventually lead to inflation, recession, and even economic depression. 
The theory of public expenditure in Islamic economics cored their government's role in 
meeting the needs of society through the development programs planned and programmed 
systemically. Revenue from charity, for example, do not become part of the general budget, because 
the benefits have been established and are clearly stated in the Quran, as in the surah at-Tawbah 
verse 60. Public revenue derived from zakat will be positioned on a separate source of funds and 
distributed for specific purposes, namely eight (8) groups of recipients. 
In the management of zakat, as suggested by Abu Ubaid (1986), the government has the 
policy to distribute it, including alleviating poverty. Zakat should be distributed in the area who 
compiled. Budget transfers originating from zakat, from one area to another is not allowed unless 
 11
all recipient groups in the region have received adequately. Mawardi (1996) states that if a part of 
all the groups of recipients exceeds their needs, the rest is distributed to the recipient that is in the 
nearby area. Actually, the distribution of zakat in the same place would reduce the social envy of 
the poor against the wealth of the rich, creating a sense of social responsibility, and foster social 
awareness among the rich against the poor in the region. 
Aspects of the distribution of zakat can be compared with the distribution of the tax being 
undertaken by many countries. Initial thoughts about the principles of taxation, such as expressed 
by Roncaglia (2006) and Moran (in Martin, 2009), usually refers to the opinion of Adam Smith 
(1977) on "canons of taxation". The principles of public expenditure may be called "canons of public 
expenditure." In the public expenditure, as confirmed Rossen and Gayer (2008), there are seven 
principles that need to be considered in its management, as detailed below. 
Table 4. Principles of Taxation According to Adam Smith 
 
No Principles of 
Taxation 
Description 
1 Morality The principle of morality includes religious values, social ethics, customs, 
and culture are an important consideration in the management of 
government spending. 
2 Nationalities Government spending as the realization or implementation of the 
functions of government in achieving national goals, especially for the 
benefit of society and the nation in creating prosperity. 
3 Populist The government in carrying out its duties and functions should be in 
harmony with the principles of sovereignty of the people (democracy). 
Thus, the public finance expenditure by the government, not only 
obtained approval organ of the sovereignty of the people but also 
implemented for the benefit of the people. 
4 Efficiency & 
Effectiveness 
All the actions of the government in managing the budget and perform 
the functions of public expenditure must consider the level of efficiency 
and effectiveness. 
5 Functional Governments and institutions associated with the function of public 
expenditures in carrying out the task should be in accordance with the 
position and authority of its positions. 
6 Development Public finance expenditure by the changes and the dynamics of society in 
line with the level of progress achieved. This aspect can lead to the 
creation of financial distribution accuracy and equitably to people 
7 Balance & 
Justice 
This principle was the starting point in creating a prosperous community 
life.  
 
Public expenditure can not be separated from the political aspects of the economy. Due and 
Friedlander (1981) asserts that the optimal efficiency in the use of resources, not just about the 
production of the government alone, but also the production of private parties. As for the politics of 
public expenditure is done by considering that the public expenditure policies have a goal, so it 
does not reduce the motivation to work. Thus, it can encourage the achievement of maximum 
production efficiency, or achieve optimal allocation of productive forces apart. 
Political public expenditure should also be run so that the marginal social benefit from the 
production of each commodity must be equal to the marginal social cost the resulting from the 
commodity. Spending on goods by the government should have considered whether the results of 
the marginal public expenditure equals marginal sacrifice by private parties. Meade (in Due & 
Friedlaender, 1981) states that trade and welfare to be causal with optimal allocation of productive 
forces or the best use of economic resources. While Allen & Brownlee (in Due & Friedlaender, 1981), 
calling it the best allocation of resources the optimum production of economic resources; political 
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and public expenditure is done in such a way so as to achieve full employment and full capacity 
which means it has achieved employment of all factors units. 
In the Islamic economic system, the distribution of the budget is managed by the existing 
government's financial condition and distributed in accordance with the objectives that have been 
planned. Mawardi (1996) states that the responsibilities of financial institutions in the form of 
distribution of the state budget for the benefit of society. The function of public expenditure can be 
divided into two. First, public expenditure must be financed by the government, including the 
responsibilities reserved for the values it receives, i.e. for salaries of employees and soldiers, 
weapons procurement, and compensation. Because of this responsibility as opposed to the value 
received, the government should set the rules. Implementation of the responsibility it raises costs 
provided by the state.  
The second category of public expenditure that has been set on grants for the public 
interest. Mawardi (1996) argues that the implementation of this type of responsibility with regard to 
the existence of funds in the state treasury. If there are sufficient funds in the state treasury, public 
interest responsibilities to be fulfilled. However, if there are no funds, this responsibility can be 
charged to the community as a social obligation (fardh kifayah). In other words, the management of 
public expenditure aimed at creating public welfare. Public needs to be the first principle of public 
expenditure funded by the government itself, or indirectly financed by a rich society. 
Abu Yusuf (1979), Yahya (1979) and Abu Ubaid (1986) found that most fundamental role of 
government is the protection of the public interest. Therefore, Masud (1995) asserts that the concept 
is associated with increased social and material welfare of society. According to the definition of 
"public interest", the function of public expenditure into broad and flexible. Consequently, public 
expenditure has a broad scope is limited by the principle of public interest.  
For the purposes of public welfare, Muslim jurists have given details relating to the 
management functions of public expenditure into social obligations based indicators of public 
interest. For example, Mawardi (1996) argues that defense, fulfilling the needs of water, and roads 
are social duties. Other jurists, Nawawi (1343) asserts that the social obligations that include the 
elimination of poverty by direct assistance, such as food and clothing. According to Ibn Hazm 
(1347), meeting the needs of the poor is the responsibility of the rich in society, such as food, 
clothing, and home. For Ghazali (2003), the government is responsible for helping the poor when 
there are food scarcity and the high price of goods. Thus, the government is obliged to manage the 
budget for various functions to the public welfare. 
 
6. Conclusion 
Management of public expenditure can be assessed in Law of Republic of Indonesia 
Number 38 The year 2017 on States Budget 2017. The application of Indonesian based distribution 
system that includes central government expenditure by function, organizations and programs, 
transfers to the regions, and the village fund. Publix expenditure aimed at achieving the goals of 
development, including through efforts to spur economic growth and uneven quality, reduce 
poverty, reduce unemployment and control inflation. In management, the government will also 
continue to sharpen the efficiency and effectiveness of central government expenditure in order to 
improve the quality of public expenditure. 
In Islamic economics, public expenditure is used to meet the needs of the public based on 
the principles of public interest. This public expenditure as an effective tool to divert economic 
resources and increase the income of society as a whole. This public expenditure related to the 
government's role in carrying out its functions, such as setting harmonious religious life, law 
enforcement, society protection, fulfillment of basic needs, financial administration, and 
development. This function is focused on people's lives embodiment prosperous.  
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